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Perspective—The Philippine Economy: bg*
Pulling L.p on lts Rural Bootstraps (SN

President Aquino’s cconomic advisersmarc weighing a commitment to rural
development as the cornerstone of the new government’s program -for.cconomic

recovery. (N bg

The Philippines: Aquino's Critical Challenge—Reviving the Economy ~
President Aquino recognizes that her political future depends primarily on
reviving the troubled cconomy, and, in some respects, her government is ofT to.
a good start. Nevertheless, maintaining the cconomic recovery beyond 1987—
and. in turn, undercutting the Communist insurgency—will require major ,
cconomit reforms in agriculture, government Tinance, the banking system, and -

tr‘:adc policy. -ba

Lebanon: Financing the Militias JSilll) bg

Lebanon's a\?yﬁfnal cconomy is drivirig’?nuch of the once-thriving Lebanese
population to the brink of poverty and is impinging on the activities of the mili-
tias, which control most of the country. Rival militias are forced to seek funds
more aggressively from local and foreign sources—a process that will almost
certainly intensify factional struggles and violencc. il
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The Philippine Economy: Pulling Up on Its Rural Booutraps‘ bs

In our view. a goad casce can be madc for the rural strategy on the grounds that
traditional development programs will not significantly improve the living
standards of the average Filipino. Import-substitution poticies of the Marcos
government, for example, foisted high costs on manufacturers, discouraged
agriculturzl export production, and created few industrial jobs. Moreover,
Aquino's cconomic planners cannot count on sustaining growth simply by
exporting unprocessed agrictitural commoditics or manufactured goods: com-

_———

modity prices this year arc at their lowest levels relative to those of . et
manufactures since the 1930s, and most economists expect little |mprovcmcnl )

for at lcast the next few years. Furthermore, the low cost of Philippine labor is
no longer sufficient by itsclf to ensure the competitiveness of manufactured
goods berause, for over a decadc, new production technologies have lowered
labor's sharc of total manufacturing costs Sl

Alternatively, by boosting rural output and incomes through improved rural
infrastructure, agricultural extension services, and market-oriented pricing
policies, the Philippines, we believe, could develop an internal market capable
of supporting economic growth while a }Oldlng the inefficiencies of import-
‘substitution bol‘ncncs A necessary compdnent of this strategy would be an
exchange rate depreciation that directly raises incomes for rural exporters and
makes it profitable to invest in agribusiness enterprises. We believe the peso’s
nearly 50- -percent devaluation since late 1983, for example, helped boost
agricultural output by nearly 5 percent during 1984-85—in contrast to a 10-
percent decline in the economy’s overall production. (N 3

Aquino's government, nzvertheless, faces numerous political hurdles in carry-

ing out a rural-focused development strategy. Urban interest groups—which———

were rcsponsxble for ousting Marcos—are likely to oppose exchange rate,
tariff, pricing, and tax policies designed to boost the rural economy if they be-
lieve those policies would hurt urban industries or raise consumer prices.
Furthermore, Aquino’s economic team—comprising businessmen, bankers,
and academics with little understanding of small-scale agriculture—may not
be sufficiently committed to rural development to overcome lobbying by urban




interest groups. Compliciiting the picturc is the time it takes for rurai !
development to succeed under even the best of circumstances. and Aquino has S }
? said publicly that she has to deliver tangible benefits quickly in the country-
b~ swic. SIS .

|

Manila's projected large budget_deficit this year—probably more than 4 ’

percent of national output—will also restrict the scope of the government’s ) ]

rural development effort. A high-impact rural devclopment program requires

large outlays for roads, postharvest food storage, irrigation, and a revitalized

v agriculture extension sesvice. In addition, improving larmers’ welfare will -

1 - require costly improvements in both the civilian and military counterinsur- .

bg gency programs to increase rufal security sl
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" The Philippines:

Aquino’s Critical Challenge—
Reviving the Economy Jlll: ba

President Aquino recognizes that her political fu-
ture depends primarily on reviving the troubled
econhomy, and, in somc respects. her government is
off to a gooa start. If investor confidence continues
to firm, the economy could grow by 1.6 percent this
year and by almost 6 percent next year. acco:ding
to our econometric simulations. Nevertheless, ~
maintaining the economic recovery bevond 1587—
and, in turn, undercutting the Communist insur-
gency—will require major economic reforms in
agriculture, government finance, the banking sys-
tem, and trade policy. Conservative-minded advis-
ers, such as Finance Minister Ongpin, will face
considerable opposition to these reforms from popu-
lists and nationalists in Aquinu’s Cabinet,

Aquino’s Economic Opportunity

Despite the fact that the Philippine economy has
been ravaged over the past decade, Aquino comes
to power at an opportune time in the business cycle.

“ the economy bottomed out late last year from

the recession that began in 1983 and is now
probably growing slightly—a development that
preliminary Philippine Government estimates of
GNP for the first quarter of this year confirm. [n
additjon, inflation is low—prices aclu§lly_ fell in
April—interest rates are declining, and foreign
exchangg reserves have increased by nearly
-$800 million tq $1.7 billion since Aquino took

officc. (D je=

Continued economic recovery in the short term
depends heavily on private-sector confidence as
Manila finds it increasingly difficult to use more
traditional fiscal and monetary tools to prime the
economy. A $1.9 billion projected budget deficit for

v
b2 -

this year—primarily_the result of preelection
spending by Marcos—will, in our view, forcc Ma-
nila to trim spending or raisc taxes to reduce the
deficit toa managcable level. In addition. the
deficit is 2 major point of contention.with the IMF
in negotiations for a new standby credit agreement.
Finally, export growth will provide little help to the
cconomy; slower demand growth in the United .
States and Japan-and low prices for the Philippines’
leading commodity exports—coconuts and sugar—
will probably keep overseas saies flat this year.

~=L3

For their part, domestic investors are responding
enthusiastically to the change in government. Un-
derlining this confidence, stock prices on the rela-
tively small Philippine stock exchange have in-
%reased by almost 40 pereent since Aquino took
office and capital flight, which was rife in thetast
two years under Marcos, appears to have cnded, If
domestic business confidence continues to firm and
the confidence of foreign investors strengthens, the
cconomy will grow by about 1.6 percent this year —————
and by almost 6 percent in 1987, according to our

cconometric mode I EEE bB

On the financial side, an improved foreign pay-
nments position over the next two years hinges on
foreign cgdilors agreeing to reschedule principal
payments Talling duc in 1987. Principal payments
on the foreign debt are scheduled to jump by more
than $1 billion next year because the 1985 resched-
uling agreemen. included only debts maturing
through the end of 1986. A rescheduling of both
public and private debt will allow Manila to main-
tain foreign exchange reserves at relatively com-
fortable levels of $2-3 billion over the next few
years with little additional external financing.
Moreover, the Philippines’ external finances will
probably improve this year because of the dramatic

b

3 Fuly 198




-
R

ORI

b3

b1
b

falls in world oil prices and international interest
rates that together will save the government ncarly
$1 billion in foreign exchange outlays wafifiia
There is considerable downside risk in the outlcok,
however. Continued business confidence is not as-
sured, and foreign investors are especially cauuous

Agricultural Productivity. Agriculture, which gen-
erates more than onc-fourth of national output and
provides livelihoed for 70 percent of the population,
was scverely damaged under the Marcos govern-
ment by monopolies, misdirected investment, and

- an overvalued exchange rate. Frecing agriculture

from the control of marketing monopolies is a

ey are-looking for at’ . ‘major first step to m@casc rural incomes. We

least six months of economic and political improve-
ment before risking investments of new money. In

estimate, for example, that the lifting in March
1986 of the four-year ban on the export of copra—

particular, Japanese businessmen—siANigimaionms * the oil-bearing meat of the soconut—will increase

re worried about.the
strength and longevuy of the Aqumo governmcnl

A Reform Agenda: Core Issues

domestic copra prices by at Jeast 50 percent over

the ncxt year as oil mills and exporters compete for

domestic copra. In addition, allowing the peso to
depreciate further would boost exporters’ incomes
and help direct investment into more profitable
rural ventures, such as food-processing industrics.’

-—p3

¥ Although the Philippine peso has been devalued by 50 pereent
against the US dollar since 1943, we calculate that, at 20.5 pesos
per dollar in May 1986, the cxghangc rale remains overvalued by as

- much as 2§ percent. SR i

3
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The Philippines: Balance of Payments, 1951-86 Million ( $S
9K la 1982 1983 - 9K 1988 1986 -
Current sccount =2.196 =2 =278 -1.252 105 661
‘Tradc balance -2.224 =2.646 - 2.485 —-679 - 4%6 - 308
Mcrchandise exports 5.172 S0~ 5.005 5391 4.62% 4588
Coconut oil, crude and refined £33 401 516 k0 . 347 350
X Sugar. raw and refined Y 416 299 246 169 12%
i Copper., concentrates T Tay an " 249 ns s v
L " Electronics products 438 1,000 1,053 1.329 1.056 oo ¢
P, CGaements . 416 539 545 603 622 650
: , " Merchundise imports 2.346 7667  1.490 6.070 sS4 4860
AU " ____Crude petroleum : 2,981 1784 1.741 1.472 127 1,000
AT _Service exports 2361 2,983 3027 2626 3284 3440
Semcc imports . 3.208 4.023 3.865 3.586 3.155 2,940
i ln(cresl paymcnls l.]?4 1,911 1,929~ 2,380 2,125 1,990
Private. transfcrs net 325 22 237 18 140 144
] " Official transfers, net & 147 152 235 268 322 322
E c;p'ﬂnccoum B 2009 | 2570 -en 998 1,986 316
R ' Direct investment, nc( o 172 . 16 B lm -6 -1 40
............. . 2 _ _ . '
: Portfolio investment, net A . T -3 TR Lo
> Other loag-term capital, nct L13 1,548 1.044 257 3.052 - 5
] N Other short-term capital, net ' 712 1.281 -850 S0 <178 Se2
o mdamisis s s owe T e T
Other ' Cast e T T e T Ny T T s
Overall balance T ST T Iy —642 -3373 -255 2,091 977 B
. Foni;ﬂ CXC'!IHKQ reserves (C—“d-o.f 'ye_lr) -2‘b66 T -8_88- T —.-;47- T 602 T .2‘-5_ - —2.23-0- o
: + Estimated. |
. opmikinatidiibons
‘ ’ v T
! «he Government Budget. Manila rah annual budget reliance on foreign capital and spur domestic in-
i : _ deficits since the mid-1970s, half of which were vestment by frecing savings for private use. Return-

financed by overseas.loans. A major source of the ing ailing corporations to the private sector would
budget problem is inefficiency in the domestic tax slash government expenditures, but, given their

system, including a narrow 1.x base and poor weak balance sheets, Manila may find it difficult to
collection. Import duties and export taxes, which find buyers. The government, for example, believes
- account for almost 35 percent of revenues, have that the private sector is interested in purchasing
T . been sharply reduced as foreign trade declined over only five of the 35 companies held under the

the past few years. At the same time, money-losing  National Development Corporation—a government
government corporations are a major drain on the  holding company. gl

budget from the spending side, costing Manila 3

almost $1 billion a year in operating subsidies.

Narrowing the deficit would reduce the country's
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The Philippines: Selected Economic Indicators, 1980-87

Percent

Renl GNP Growth

10 T ' s

o T 81

4,

-10 1980 81 82 83 84 85 86* 87° 1980 81

No scaic change.
* Projpeciion.

Real Per Capita GNP Grovgh

Consumer Price_Inflation
e

83 84.85 B6° 874 01980 81 B2 83 84 B85 86* 87

Fulauaal System. The Philippine banking system
is undercapitalized and has been threatened over
the last several years by failing public banks and
deteriorating loan portfolios. Banks are stuck with
nearly $5 billion in problem loans primarily be-
cause they financed the government's acquisition of
financia'ly distressed firms, many of whick were
purchasea from political allies of Marcos.

. [N
Moves to shore up the financial system would
ihclude merging some private banks, as well as
limiting new lending by government financial insti-
‘tutions and transferring some of their functions to
the private sector. A strengthened banking system
would, in our view, more effectively channel sav-
ings to high-return investment projects and reduce
the country’s reliance on foreign borro mg by
encouraging domestic saving. Sl

International Competitiveness.

Bhlama@iliti Philippinc industry—operating

within an extensive network of tariff and nontariff
barriers—has had the lowest export growth among
developing countries in East Asia over the last
several years. High tariffs have insulated domestic
firms from tough import competition and, as a

" result, have left mudh of the economy plagued with
high-cost, incfficient production. In addition, an
overvalued exchange rate—designed to benefit po-
litically active urban consumers under Marcos—
discourages exports, encourages imports, and di-
rects investment to enterprises that can only sell to
the domestic market. Under pressure from
Manila’s financial creditors, limited progress was




The Philippines: Key Economic Issues, Political Pressures, and Likely Qutcomes, 1986

Issues

Forcign dcb!

Rural development

Agricultural monopolics

Government corporations

Budget d‘cﬁcil

Exchange rate
~

Labor disputes

Disposing of crony assets

[ S — —_—

Pulitics -

Leftists and nationalists wil push hard for radical

approach, but [ mance Minister Ongpin strongly _

opposes such moses. He wil. make this a key fight
if nccessury.

Leltists emphasize incorme redistribution und
champion sweepingland reform, subsidized inter-
cst rales for lurmers. and sirict price controls.
Ongpin, how=ver, peonutes private-sector mitia-
tives and chunncling ceedit tu rural areas.

Nearly all coalition members favor dismantling
the manopotics.

Ongpin in favor of privatizing numcrous govern-
ment corporations. Nationalists and small busi-
nessmen will arguc against allowing overseas
companics 10 purchasc these firms.

Except for economic technacrats, almost univer-
sal opposition 1o tax reform that would result in
higher taxes. Ongpin favors reducing geficit with
spending culs, but populists will push cxpensive
soc:al progtamx

Ongpm technocrats, 1nd export-oriented bu“-
nesses will push for a frecly floating rate, which
will probably rcsult in a depreciation of the peso
as the cconomy sirengthens: Populists in the
Cabinct, howcver, want to avoid the politically
costly mﬂauon that would result,

Could bc an arca of severe d:sagrccmcnl among
coalition members—particularly between lefi-
leaning Labor Minister Sanchez and the probable

. hardline approach of Defense Minister Enrile.

Ongpin favors dumping the asscts of Marcos's
assuciates on the free market. Nationalists may
argue that the government should retain them.
while others—such as Jose Cojuangco and Vice
President Luurel—would not object if they re-
ceived some of \hc spmls.

Banking system

Foreign trade and investment

- Ongpin (avors l'rcc market approach b T

other Cabinet members will oppose reforms if
they result in large job losscs.
Tezhnocrats and trade-oriented businesses favor
more open environment. but populists in Cabinet
are wary of increased competition. Heavy opposi-
tion from small businessmen and nationalists.

Likely Ouvenme

Radical appruach unlikels. particularly if IMF
allows more expansionary polics. Will probably
foltow lcad of other 1.DC dc.b(ors n nggou.mom
with commercial banks. .

A modest lund reform program will begin, sup-
port prices for agricultural goods are likely. wnd
new rural lending institutions will be established.
Despite considerable rhetoric. however, Manila
will be slow to underiake comprehensive rural
development,

Moves to dismantle the monopolics have begun,
tncluding ullqwing the cxport of copra.
Privatization will protably move ahcad but with
restrictions on farcign owncership. Biggest prob-
lem will be finding domestic buyers for the
troubled firms.

Even with the privatization of government corpo-
rations. Manila will have a difficult time reducing
the deficit without higher taxes. Will be conten-

tious issuc in IMF ncgotiations.

A managed fNoat with slight dcprccial-io.n; i -

A stronger government mediation role is possible.
Could also generate considerable political fallout,

II‘ prc marual law owncrshlp is c!car. asscls wnll
probably be returncd to original owner with sub-

. Mstantial political benefits. Otherwise. most assets

will probably bc sold on the open market.

" Moderate level of reforms likely. Will help pla-

cate foreign creditors,

Movu. o opcr\ lhc cconomy wﬂl bc slow and will
probably generate extensive public debate.

—— |,

———
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made under the Marcos government in areas such
as loosening foreign exchange regulations, but most

barriers to trade remainmiigiiiply 3

Looking Ahead - —

Although most of Aquino’s economic advisers—
including Finance Minister Ongpin and Trade
Minister Concepcion—support economic reform.
progress will probably be slow in coming. Many of .
Aquino's closest advisers would prefer that the new
government move in a populist direction, chiefly -
toward more social spending and continued protcc-
tion of inefficicnt domestic industries and employ-
ment. Several important political constituencies—
consumers, small businessmen, and organized la-
bor—are likely to mount stiff resistance to tax,
trade, foreign investment, and financial reforms
because, despite the potential long-term, benefits,
these reforms entail short-term costs. gl

-
If Aquino indulges the populists, the economy
could become her biggest liability, particularly
because expectations for improvement among Fili-
pinos are so high. Short-term economic recovery
and a piecemeal approach to cconomic reforms, for
example, will not be enough to provide the¢ boost in
rural living standards needed to undercut the Com-
munist insurgency. Even if the economy grows by
an average of 5 percent a year after 1987—a
difficult task without major reforms—per capita
income could not return to the 1981 peak until .
1994. Without an ingprovement in the distribution: - : v 3
of income, the Communists will continuc to make *
political and military irroads in the countryside no.
matter how well the middle class in Manila is
doing. @ . o
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Lebanon:

Financing the Militias ~'b5

Lebanon’s abysmal economy is driving much of tire
- once-thriving Lebanese population to the brink of
poverty and iz impinging on the activities of the
militias. which control most of the country. Rival
militias are forced to seek funds morc aggressively
from local and foreign sources—a process that will
almost certainly intensify factional struggles and
violence. The militias have become more opportu-
nistic in shifting alliances and patrons in order to
survive. The result will be further destruction of
what is left of the econom and fading hope for
any reunification. “

Militia Money Woes - i
All of the major militias have experienced shrink-

- ing revenues, especially from sources abroad, and-
.have stepped up illegal activities to raise funds.

Muslim West Beirut recently”
suffered 2 two-week cutoff of petroleum deliverics
after transport trucks refused to cross the Green
Line beciuse their cargoes were likel

% |

' The militias depend on financial support from
residents of cities and villages in their respective
. cantons. The relative poverty of many rural areas,
however, is pushing the militia leaders to turn to
alternative sources for funds:

1o be stolen.

The Christian Lebanesc Forces seek money from .
local merchants and other commercial establish-
ments in East Beirut, levying a special tax on
restaurants, petroleum, cinemas; and the Casino du |
Liban. In addition, the Christian militia controls J
three illegal portsTii the Christian enclave, and" - i
leases them to Christian entreprencurs for large !
sums. We belicve that revenues from these port |
opcrallons dropped significantly after Syria tight- |
encd its-border in January to stem illegal imports. . 1

Foreign Support Dwindling

BT P

We beliecve that funding from major supporters,
Syria and Iran, as well as Libya, has generally
declined over the past two years as the various |
patrons has suffered economic problems of their !
own. As a result, the rival militias have sought i
multiple patrons—often with opposing aims—to i
finance militia activities and further their own ‘
|
|
|
|
|

interests AN b 3

Syria gives Gnancial and military support to sever-
al allies in Lebanon, including the Shia Amal
organization, the Syrian Socialist National Party,
the Ba'th Party, and the Lebanese Communist
Party. Amal receives the lion's share, and there are
reliable reports that Amal is now almost totally

-~
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Impact on the Economy

Although the militias ultimately represent a de-

structive element in the economy, financial support

they receive from Iran, Syria. the PLO, and others
actually provide a short-term economic boost.
Lekanon's only bright spot in 1985 was a foreign
payments surplus of $250 million, which is expect-
ed to increase in 1986.

“unidentified payments’’ inflows grew by 25 per-
cent last year to $1.6 billion. Although a portion of
this came from increased worker remittances as .
more Lebanese found work abroad, outside finan-
cial sugport for the militias probably accounted for
much of the increase. Palestinian money flowed
back into Lebangn beginning in early 1985 as.
expelled PLO fighters returned. The PLO has also
substantially increased arms deliveries and finan-
cial support since its departure in 1 983. >

In addition, the rival milltias offer young,-unedu-
cated Lebanese men one of the few remaining job
opportunities available in Lebanon. Unemployment
is near 50 percent, and real annual per capita -
income has fallen to about 3250 from $1,250 in

1975. Militia-salaries and the noney and goods
acquired as ‘‘protection fees' from local business-
men appear increasi

nreryne.

Nonetheless. on balance, militia violence and de-
clining security have devastated the economy. In-
dustrial activity is currently at 40 percent of
capacity, and the chances of exlernal ﬁnancml
support are slim, Y . ;

skilled, professional class has finally optrd to

Ieave lhe country. 4SD-. -

dependent on Syria for military support. (R

fundraising conference fer Africa in July to atiract
funds from Lebanese expatriates in Sierra Leone,
Ivory Coast, Liberia, and elsewhere. Amal, howev-
er, faces increasing competition for Shia African
money from other militias, including Hizballah and
the Syrian Socialist National Party.

Lran’s principal surrogate, Hizballah, is financially
dependent on Tehran and is suffering a shortage of
funds as the war with Iraq saps Tehran's resourzes.
The Iranians typically funnel support through Da-

mascus, but Tehran also provides funding through

representatives in Beirut. Iran’s financial support

s for the militia has fallen behind, and salaries for

T

militiamen are several months in arrears. Hizballah
faces the prospect of losing militiamen to rival
groups. We believe that Hizballah now regularly
receives military aid and large sums of cash from
Arafat to help undermine Amal and Syrian inter-

ests in Lebanon, Sy

The Druze and their political party, the Progressive
Socialist Party (PSP), are better organized than
other Lebanese militias and are perhaps the most
adept at attracting funds from the region’s
antagonists: i

 In addmon much of Ihe‘
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Lebanon: Militias and Their Sources of Support. 1985
 §
‘ |
I
Militis /Supporicrs } Contments - - i
Druze ) }
USSR Supplies arms, making Deuze best-armed militia, |
- Syria Transit point for Sovict arms. "
i L,i’ bs Libya L Pays some sularics, allowed .lu maintain presence, }
mmeoane-- e = - g 3 Ty MM I A PO . |
’ PI.O N © Puys for help infiltrating Fatah lighters through Khatdah, * 1
Christian Lebatese Forces o ‘
Don;c;(i; ) o ) ] [llega! ports, tares. checkpoints. }
E-Ju;alrialcs Collect funds from Christians in Eurape, Africa, and L nited States. 3
i ) Amal : ' : ' 1
' Syria . Military aid and salaries. ‘ {
Expatriates Collect funds from Shia businessmen in Middle East and West Africa. *
, Hizballsh i “
; 3 ![t'l_n _ . . - Principal dunor. funncls funds through Embassy in Damascus, {
' ¢ PLO ) 4 ‘ . Pays for arms and for help in intiffrating Fatah fightera. 1
‘ /ﬁﬁ Libya I Sclccted paynients to individual mcmbcrs.. - ’ ) - - - |
| . ‘s Military aid
:I - Mainly pays <alaries. |

) Aid to zntiArafai gr?up's.
i Aid to counter Amal and ather pro-Syrian elements.

L . - i i . i g
. ; ’ . vl

: > . . ; !
. . s i s

o . e Meanwhile, the ADru‘zc port was also used int i,985: * Qutlook oY
f . for pcriodic‘arm's deliveries from Libya to major |, ) !
\ * anti-Arafat factions in Lebanon: . . The economic decline in Lebanon will almost cer-

tainly increase the militias’ dependence on external
sources, which will probably lead to even greater
outside interf- rence in Lebanon. Foreign players
‘will probably take advantage of Lebanon's econom-
ic chaos to buy i:fluence among rival factions.
Continued militia violence will further destabilize
the country and diminish the prospects for econom-
“ic recovery and breaking the political stalemate.

“ba
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The shortage of moncy both internally and wbreoad
will intensify factional rivalries and help institu-
tionalize the practice of “guns for hire.” Corapeti-
tion for funds will encourage militias to serve
scveral masters, further complicating the Ledanesc
scene. In addition to robbery and cxtortion, cash-
starved militiaé may increasingly cngage in drug
trafficking. Both rival and allicd militias will vic
more ficrcely for turl to compensate for shrinking
revenucs—a development that will push strect

fighting to dangerous new levels. qumiis b 3

Finally, the pressures toward cantonization will
incrcase with the decline in Lebanca's security
situation. The growing violence will inhibit the
human and commercial traffic between cantons. As
rival groups seek to establish autonomous economic
enclaves, the prospects for political rcintegration ,

become less likclyw
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Briefs
Energy
- -
4nother Inconclusive OPEC adjourned :ts latest meeting without any formal agreement on produc-

|
)
|
OPEC Meéeting tion or pricing targets. The members agreed to reconvene in Geneva on 23 1
: July. In the interim, oil ministers will review proposals on individual produc- ;
, ~ licn quotas with hcads of states. The inconclusive meeting probably means that |
. ) OPEC production will remain high. nonmembers will have little incentive 19 |
i cut output, and world oil prices will dip below the current average of about $14 . 1
per barrel. Oil ministers at least have proposals to take home and this may set |
- the stage for an accord later in the year, whenseasonal increases in demand ‘
. ) will make agreement easier. Iran indicated some willingness to accept a ’
s L ’ temporary price target of $17 to $20 per barrel—a concession that could help |
: ) facilitate a new accord—but substantial differences remain between Tehran ‘
and the majority of OPEC members on the issuc of production quotas‘w i
.. . N 1
s !
Sudan’s Oil Sudan appears to have rxcured sufficient petroleum to meet its needs through
Dealings ' September 1986 and hopes te obtain at least an additional year's worth from .
T other donors. In late May, Saudi Arabia agreed to supply crude oil in — -
. cxchangc for Sudanese sorghum. The final shipment from the Saudis arrivéd”
~ in June and is expected to last through July. In addition, Libya has promised -
to cover Sudan's petroleum needs for August and
for $27 million worth of beef.

i China Increasing Beijing is planning to triple its coal exffarts to 30 million metric tons annuaily

: Coal Exports by 1990 to hélp offset losses of foreign exchange from lower oil prices. China

! ) announced on Sunday that its coal exports should reach 10 million tons in

. . . - 1986, a 32-percent increase over exports in 1985. China has developed new
markets for coal in South Korea, the Netherlands, and Turkey. Some of the in-

1 crease will come from China’s share of coal from the Sino-US joint-venture

4 . ' coal mine at Pingshuo, which will open next year. Because of lower interna-

tional coal prices, however, additional exports this year will offset little of the

- $2 billion China probably will lose in oil exports. Beijing has the resources to

meet its goal for 1990, and, if necessary, it will drop its price for coal to devel-

S ) b3 op new markets. RN
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International Finance

Mozambique The Mozambicar Government has prepared a package of cconomic reforms

Preparing for designed to induce a favorablc responsc from an IMF team scheduled to visit

IMF Negotiations Maputo on 7 July, The package includes
. _ a substantial devaluation, reduced budget deficits, credit restrictions. and
PR . . " liberalized price controls. Mozambigue wants an [V F agreement to help it’

recover (rom a staggering 20-percent economic contraction in 1985 caused by

countrywide insurgent activity. An [MF loan also would round out a two-year

effort by Maputo to increasc its cconomic lies (0 Woestern institutions and to

reduce its reliance on socialist economic programs. Although Mozambique is

determined to conclude a deal with the M F A b (1 .
negotiations protably will be drawn out and the clectiveness of new cconomic _ ( ) b (3)
reform measures will depend heavily on the course of the insurgency and the :

willingness of Western countries to increase aid donations ™ } 5

v s o s s ettt * 4w

Secrft t 26
3 Jufy 1986

& o s

b(1) b@3)




N rel
Global and Regional Developments
Bogota Summit The delegates from Latin America’s major coffec producers (Brazil, Colembia, |
of Latin Coffee Mexico, and Central America) met in Bogota recently to prepare for the —_— :
Producers September mecting of the International Coffee Agreement in London, where f
: producers and consumers determine world coffee quotas for the next year. In 1
. an unprecedented decision,the producers agreed to back—eint Brazilian- ‘

Colombian cfforts to maintain current high prices in the world coffec market,
which was recently affected by speculative buying after Brazil's harvest

; A . shortfall early this ycar. Brazilian Coffee Institute President Graciano main-
L s tained that he would not permit any reduction in Brazil's quota. despite recent
: . ‘ v weather-induced crop lcsses; he backed the Colombizn position that quotas
& . should be based, in part. on stocks held by producer countrics. Colombia is the .
é . only produce: that will have sizable stocks on hand next year, and Colombian
< ¢ Fedcration of Coffec Growers officials believe thesé would serve to maintain
) f bg coffec prices at reasonable levels. All delegates urged continued US adherence
e to the International Coffee Agreement.
: Angola Paying , Angola has persuaded Cuba to accept 3.5 million barrels of crude oil over the .
Oil 1o Cuba ncxt six months as compcnsauon for Cuban construc.uon projects in Angola, b 3
B~ L o : i L : rustration over what it

conudcrcd unfanrly low pnces l‘or,Angolan oil on world markets apparently

- - -- induced Luanda to ask Cuba to accept the oil deal. In early June, for cxamplc,ﬁ
5 Angola's state-owned oil company was able to get only $7.50 a barrel for o
s 200,000 barrels of <rude oil delivered to European companies, accordin
= b(1) b3

e '
N
.

reliable source.

At the current world average price,
shipments would be worth $50 million, about one-third of Angola’s estimated

“ _ annual bill for nonmilitary services from Cuba.«qiSSNRN ‘33
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Weak Norwegian
Ausierity Program

The Norwegian parliament’s $420 mitlion austerity package falls far short of
solving Oslo’s fiscal problems becausc oil tax revenues are expected to decline
by at lcast £2 billion this year and another $3 billion next year: ‘After failing 10
get a personal income tax increase, the new minority Labor government
accepted many proposals from the opposition partics. The resulting package
includes spending culs as well as increascd national pension system contribu-
tions and higher taxes on gasolinc. tobacco, and-aleahol. The government did
not scek a vote of confidence on any of the items, indicating it wants to stay in
officc for now. Mcanwhile. although the opposition partics cooperated tc block
many Labor proposals, they do not want to contest Labor’s hold on power ycl.
With Norway facing an economic slowdown and the prospect of rising
uncmployment, the opposition will hope that discontent with the Labor
government grows. More intensc confrontation on cconomic issues is likely to
occur fter parliament resumes in the fall. N
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. Iran Searching for
Foreign Exchange
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India'’s Export
' Incentives
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Lower oil prices are pushing Tchran to try to collect some of the $2.5 billion
ticd up in disputes with the United States and France. Iran is secking to
expedite unresolved cascs before the lran-US Claims Tribunal, created in
1981 to settle bilatcral commercial disputes. The National Iranian Oil
Company may try o reach scttlements with US claimants outside the
Tribunal in two cases

Tehran also has recently intensified efforts to obtain

‘repayment of a $1 billion loan to France by the Shah. Tehran had previously
insisted that all unrcsolved claims—estimated at about 2,000, including
several large claims involving US oil companics—be scttled individually: it
probably will be more willing to expedite claims now, but quick settlements re-

main unlikely. Iran has about $3 billion in readily accessible foreign exchange

reserves but would like to free funds tied up in litigatign—about $1 billion—-to

limit import reductions. JigBSw ' e

New Delhi is preparing a package of income tax relicf measures designed to
boost cxmrlsMThc measures are expected
to be submitted for parliamentary approval this summer. India's exports
declined Iasl year and its trade deficit excceded $6 billion. India’s five-year de-
vclopmcnt plan calls for 6.8- -percent average growth in export volume during

FY 1986, but this is the first major a®tempt by the government to stimulate ex-

" ports. The proposed measures include special tax credits for foreign exchange.

earnings and a SO-percent tax credit for export profits.
SOBPIMEg thc cxport incentives may include subsidies that would violate GATT
codes and open India to countcrvadmg duty action by trading partners.
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Soviet Grain Imports
Tumble

New Soviet Guidelines
Jfor Higher Education

Communist

Estimated Sovict grain purchases of almost 31 millicn metric tons during the
marketing year taat ended 30 Junc were at 4 five-ycar low and a marked re-
duction from the record 54 million tons purchased in the 1984/85 marketing
ycar. linproved domegtic crop production and lower market grain prices helped
cut the hard currency grain import bill by an estimated 33 billion t0 about $3.5
billion. These savings were partially offset, however, by a more than doubling
of soybecan imports, a possible reflection of plans to improve the mix of
livestock fecds. Heavy Soviet buving of US soybeans— 1.5 million tons over
the past year- -contrasted sharply with Moscow’s activity in US wheat
markets, where reduced Soviet demand and high US prices limited purchascs
to only 153.000 tons. Despite some probable small whcat purchases, the overall
pace of Sovict grain buying shows little sigm of picking up as continued
faverable crop production forccasts and hard currency constraints will proba-

bly limit grain imports in the near l:rmm bg

Moscow rccently published draft guidelines to make higher education more
responsive to requirements for critical technical skills to support the industrial
snodcrnization program. The new guidelines call for a system of contractual
relationships between higher educational institutions and enterprises—the
institutions will supply gra®uates in needed specialties in return for funding to
upgrade educational facilities and equipment. Higher educational institutions
are 1o make their research more relevant to the needs of industry, cut down. on
the proliferation of specialties, and emphasize a broad general scientific
background that will enable students to.better adapt to changing technology.
Students are to spend more time in independent work and practical training in
new “educational-scientific-production complexes™ and regional training cen-
ters sponsored by enterprises. To address the serious problem of underemploy-
ment of skilled labor—currently one-half of college-educated specialists are in
jobs that do not utilize their skills—secondary schools are to graduate more
midlevel technicians, while standards for admission to higher schools will be

_ raised for engineering and other techpical specialtizs. “There “will bs higher
wages for t‘h'c‘iclativcly low-paid engreering professioir as well as more pay
differentiation according to the quality of work and the complexity of the job.
“The new program for restructuring higher education is the latest in a series of
measures aimed at alleviating the shortage of skilled labor. Success will
depend on whether the new system of contract relationships provides enter-
prises with a real iicentive to increase their investment in the educational
process as well as on whether the enterprises will have the funds to invest.




Czechoslovakia Forms

First Joint Venture

China To Increase
Nonferrous Metals

Exports
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Chinese Plan
Dairy Expansion
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Czechoslovakia has agreed to form its first joint venture with a Western
company in a test of the feasibiiity of dircet foreign investment. The new entity
will produce measuring equipment and will involve a modcst $2 million
investment by the Danish partner Senctec. The Czechoslovaks are alsa ncaring
agreement on a large joint venture with the Dutch firm Philips to produce
compact disk playcrs. and have been in touch with the Japanese firms Toshiba
and JVC. Complicated legal arrangements and a resultant Gncert@inty over
the rights of Western partners have hampered formation of these experimental
joint ventures. Rescrvations by hardline elements in the leadership have also
been an inhibiting factor. although increasing Sovicet intercst in joint ventures
may help reassure them. If successful. the experimental joint ventures could
give a boost to the Czechoslovak electronics industry—-a key scctor in leading
industrial modernization under Prague’s 1986-90 Five-Year Plan—and lead to

more extensive joint venture formation in the future. s b3

The Chinesc apparently plan o increase exports of selccted nonferrous metals,
including tungsten and tin, and use the carnings to purchase technology for
China’s copper and aluminum industrics. Chinese purchases of copper and
aluminum are a major drain on Beijing's forcign currency reserves; we
estimate that imports of thesc metals reached nearly $1 billion in 198S.
China—with small copper rescrves—wants to upzrade domestic production to
reduce imports. On the other hand, Chéna's rich bauxite deposits may support
enough growth in its aluminum industry to make China an exporter by 1990.

ina plans (o increase llS dan‘y herd from lh- currcnt 1.3 million hcad to8
million head by the year 2000. The Chinese stated that thcy were focusing on
. US breeding stock, and have already purchased several hundred US dairy

cattle this year. However, China is purchasing even more dairy cattle from
Western Europe, and, (RSN, il continue to do so be-
cause of EC subsidies for' medium-quality breeding cattle.

&t Chinese plan to purchase some high-qu#fsty dairy cattle from uUs
breeders to improve herd quality, but would purchase more if prnccs ‘were more

c ' ba competitive with EC cattlc. \numailiiily: N T




Ranking government and party officials reassured scientists of their support
for S&T reform at the Chinese Association for Science and Technology
(CAST) Congress last week. Hu Qili. member of the Politburo and Centra!
Committec Sccretariat, urged more support for S&T management reforms to
o increase the contribution of S&T to economic development. Furthermore. Hu
endorsed the concept of greater academic freedom, a key concern among
! China’s scientific comfunity: the assembly later=adepted this principlc as part
of the CAST constitution. Song Jian, State Councilor and Minister of the
State Science and Technology Commission, also noted that laws are being
drafted to protect scientists from outside interference. Although many scicn-
. . tists have reacted enthusiastically to incentives to work closely with industry,
for others there is confusion over what is permitted, concern that political
support for the changes would lessen, and fear that their own power of prestige
. would decrease. Beijing probably hopes that the high-level show of support. *
aimed at an organization with 6.7 million memibers, will prompt the footdrag-

gers to more speedily carry out the reforms Sl B

Beijing Reaffirms
Emphasis on Science
and Technology
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